Abstract
Introduction
Reputation is seen by many commentators as an important asset which could be used as a competitive advantage and a source of financial performance. A "good" reputation is identified as an intangible resource which may provide the organisation with a basis for sustaining competitive advantage given its valuable and hard to imitate characteristics (Hall, 1993; Barney 1991) . A growing body of literature has been concerned with organisational reputation as a valuable resource and its association with financial performance (Roberts and Dowling, 2002; Eberl and Schwaiger 2005) .
Benefits of a good reputation are seen as including higher customer retention rates and associated increased sales and product selling prices (Shapiro, 1983) , and reduced operating costs (Podony, 1993) . Notwithstanding these potential benefits, questions continue to be raised about the adequacy of the reputation construct (Gotsi and Wilson, 2001) , how the benefits of corporate reputation are realised financially (Eberl and Schwaiger, 2005) and the direction of the reputation-performance relationship.
Following the approach adopted by Rose and Thomsen (2004) , this study examines Australian data to ascertain any relationship between reputation and organisational performance. The paper commences with a review of the extant literature on reputation, its definition, measurement and association with financial performance. We then describe the method and data sources used in the study, followed by an analysis and summary of the results. This is followed by a discussion of the findings and a brief review of two industrybased cases which illustrate points of the discussion. We conclude by discussing the implications of the research.
Literature review
On-going issues within the corporate reputation research literature centre on the definition of the reputation construct, the way in which reputation is operationalised and the contribution of reputation to organisation success. Shenkar and Yuchtman-Yaar (1997) use the term "standing" as a generic term for a number of concepts -image, prestige, goodwillassociated with corporate reputation in various disciplines, e.g., marketing, economics and accounting. A number of differences which distinguish disciplinary approaches are identified, including the unit of analysis (individual, brand, firm) , the point in time at which identifies reputation as one of a number of valuable, rare, inimitable, and non-substitutable intangible resources which can provide a sustained competitive advantage. As a socially complex resource, a positive reputation can be a major factor in sustaining competitive advantage as it is developed over a long period of time that cannot be easily shortened by competitors (Dierickx and Cool, 1989; Hall 1992) . In linking reputation to Coyne's (1986) notion of positional capability as a source of sustainable competitive advantage, Hall (1992 p614 ) finds that reputation is "rated highly with respect to the contribution it makes to business success". However, the extent to which reputation, as a source of competitive advantage, can be associated with a firm's financial performance requires further research. Purported benefits that flow from possessing a "good" reputation and which have been associated with increased financial performance include: providing an indicator of product quality when consumers are faced with a choice between competing products (increased sales, premium prices and customer retention) (Shapiro, 1983) ; the attraction of higher calibre staff and higher staff retention rates (reduced organisational costs) (Roberts and Dowling, 2002) ; reduction of supplier and buyer exchange uncertainty (increased sales, reduced transaction costs) (Kotha et al, 2001) ; and providing a reserve of goodwill (strategic intangible asset) as a competitive "barrier" in challenging operating times (maintaining sales) (Michalisin et al, 2000) . Podolny (1993) identifies the inverse relationship between "status" and costs, wherein highstatus firms have lower costs (e.g., transaction, financial, advertising and employee costs) providing an incentive for such firms to further enhance their reputations. This indicates that once a company develops a good reputation, it will reap benefits, which will in turn further improve the reputation. But it is unclear how well this is actually done by companies and if the realisation of benefits occurs in practice.
The issue of an interrelationship between financial performance and reputation (the so called "reputational vicious circle") is noted by Roberts and Dowling (2002) wherein improved profitability also enhances reputation which, in turn, enhances the maintenance of financial performance over time. They find, however, that very little of the variance in the reputation measure is explained by prior years profits. Using market to book value of equity as the measure of performance, Rose and Thomsen (2004) produce results that "challenge conventional wisdom" (p 208) in that corporate reputation was not found to improve financial performance; however, financial performance was found to affect reputation.
Following the approach adopted by Roberts and Dowling (2002) , Eberl and Schwaiger (2005 p845 ) "disentangle the 'reputational' and 'financial' effects on future performance" in examining the influence of both cognitive and affective dimensions of corporate reputation and past and current financial performance. They proffer that past financial performance is only one of a number of components of company reputation and that while the cognitive dimension has a positive influence on future financial performance, the affective dimension has a negative impact (Eberl and Schwaiger (2005 p851) .
Method and Data
This study parallels a recent investigation by Rose and Thomsen (2004) This study is based on Australian data and combined two pre-existing data sources. The first is a reputation ratings index produced annually by an Australian private company -RepuTex -based upon ratings from a range of community and business groups (see Appendix 1) on four key dimensions -corporate governance, workplace practices, social impact and environmental impact. Each dimension encompasses a range of items (see Appendix 2) which take account of past and future risk relating to social responsibility (RepuTex, 2006) and is consistent with the Fombrun's(1996) definition of reputation and categorically similar to Groenland's (2002) reputation quotient. The use of an established reputation database ruled out the examination of the cognitive and affective dimensions in the current study. The second data set was financial information. Operational measures of financial performance vary across studies but generally draw on both market and firm -specific financial measures. Hall (1993) suggests reputation, as one of a number of intangibles, is reflected in the excess of the market valuation of a publicly listed company over its balance sheet value of ordinary capital and reserves. The market to book value measure has been consistently used in studies of reputation and performance (see, for example, Roberts and Dowling, 2002; Rose and Thomsen, 2004) and is adopted in the current study. Financial benefits associated with a positive reputation potentially include increased sales, profit and return on investment; information which can be determined from companies' published financial statements. Despite the criticisms of traditional accounting measures of performance in terms of consistency of calculation and adherence to accounting policies, return measures (return on assets, equity and invested capital) continue to be widely used and were adopted in this study to encapsulate revenue, cost and investment elements of performance.
Financial information for the second data set was extracted from AspectHuntley's "Fin Analysis", a database which provides audited detailed financial information for all companies listed on the Australian Stock Exchange (ASX). Three measures of financial performance -return on equity (ROE), return on assets (ROA) and return on invested capital (ROIC) -were extracted directly from Fin Analysis. The fourth measure of performancemarket to book value of equity (MBV) -was developed by extracting the market value of the firm directly from Fin Analysis and extracting and combining the components of the book value of equity (ordinary share capital, reserves -excluding share premium reserves -and retained earnings) from Fin Analysis.
The literature suggests that the direction of impact could flow in either direction, that is, that reputation could affect performance, or performance could affect reputation. Therefore, two hypotheses are proposed for testing: Hypothesis 1 -A higher (lower) reputation leads to higher (lower) financial performance; Hypothesis 2 -A higher (lower) financial performance leads to higher (lower) reputation.
Analysis and Results

Sample
Selection was done on the basis of the required data being available. A sample of 77 companies was selected for analysis. These 77 companies are those that were listed on the Australian Stock Exchange (ASX) in both the years 2003 and 2004 and were rated by RepuTex in both years. For some companies not all the performance data was available and the consequential missing values means that the analyses reported below were done on samples ranging from 54 to 77.
Reputation variable
The data available has a Reputation Overall variable, which is a categorical variable taking one of six values for each company. This is a summary of four component variables, with values (again in six categories) for each company on each of the four dimensions of Governance, Environment, Social and Workplace. To provide quantitative data for testing the hypotheses in a regression model, the categorical values were translated into integer scores ranging from zero to six (see Table 1 ). In place of using the given Reputation Overall variable, the scores on the four dimensions were used to construct an Image variable as the sum of the four components. The Image variable has the advantage of a much wider spread of values and hence more power in regression models.
< Take in Table 1 Table 2 ; the suffixes 03 and 04 denote the years 2003 and 2004 respectively).
< Take in Table 2 here >
The results for MBV, ROA and ROE can thus be expected to be very similar (as is indeed found in the analysis reported below).
Models
Following the specification of Rose and Thomsen (2004) , two equations are estimated:
Model 1:
Model 2:
in which Q i is the performance measure, in turn MBV04, ROA04, ROE04 and ROIC04, and The results and significance of the four β co-efficients from the regression estimations are shown in Table 3 .
< Take in Table 3 here > In each model, for each performance measure, the lagged dependent variable is significant, but not the other potential explanatory variable. That is, Image does not significantly affect performance, nor does performance significantly affect Image. Both hypothesis 1 and hypothesis 2 are thus rejected. The latter result is different to the Danish finding of Rose and Thomsen (2004) .
A number of variations of the models were estimated, but none of these affected the pattern of significant co-efficients. Rose and Thomsen (2004) suggested that Size could be an important variable in the relationships modelled. This was investigated in the analysis.
Equity (calculated as the average equity over the two years) was too strongly correlated with the performance measures to be used in the regression models, so the rank of this Equity was used as the size variable. Size was not significant in any of the versions of model 1, and its inclusion did not change the finding that lagged performance is significant, but Image is not.
The size variable was significant in all four versions of Model 2, but whilst this improved the fit (R 2 ) it did not change the finding that the lagged Image was significant and the lagged performance not significant. Alternatively, the rank of company assets was used as the size variable, with the same results (with the possible exception that in estimating model 2 lagged ROIC was significant at the 5% level, but not at the 1% level: p = 0.031).
Arguably (for example, in Shapiro, 1983 and Kotha et al, 2001 ), the effects of reputation more directly impact on sales than performance. To consider this possibility, company
annual Revenue was inserted in place of the performance variables (Q i ) into models 1 and 2.
Revenue data was sourced from the Fin Analysis data base. It was noted that Revenue was highly correlated with MBV, but not with the other performance measures (those based on returns), so expectations were low that using revenue would change the results. Indeed, in the regressions for the two models, Revenue was not a significant predictor of Image, nor was Image a significant predictor of Revenue.
The findings from all models were not affected by the removal from consideration of a high leverage case (one company with exceptionally high returns). The rank of the Image variable was tried in place of Image itself (following Rose and Thomsen, 2004) but had no effect on the significance of the variables. Nor did using the log of the performance variables change the findings. The findings thus appear to be reasonably robust to variants of the model and variables.
There was a change in the process of determining ratings over the two years, with reduced The modelling used lagged variables in the Granger causality approach to address the endogeneity problem of not knowing which variable (reputation or financial performance) is driving the other. Two stage regression could be used as an alternative way to estimate the system of the two equations (after re-specification). But this would require data on many more relevant variables, to establish sound proxies in the first stage, and in departing from the method used in other studies would potentially lessen the comparability of the results.
Discussion
The results in the current study fail to establish any relationship between reputation and performance, i.e., reputation does not affect financial performance nor does financial performance affect reputation. This is inconsistent with the findings of Rose and Thomsen (2004) whose research approach was adopted in this study. The lack of significance in the findings may be due to a smaller sample size requiring the effect to be larger to be significant.
This study raises questions about the reliability of associating measures of reputation with organisational financial performance. While Rose and Thomsen (2004) question the costbenefit of investing in reputation and advocate increased management attention to improving financial performance, we would suggest a greater focus is required on how reputation, as a source of sustainable competitive advantage, has been managed to yield improved financial performance. That is, reputation, as an intangible resource providing a positional capability differential (Hall, 1993) , needs to be leveraged in such a way as to generate above-average
profits, yet how this is currently operationalised in firms is not well explicated. This leverage management is a missing intermediary factor between reputation and financial performance. It may be the case, for example, that while firms have developed a positive reputation, it is not perceived by constituents as being as a significant differentiator from competitors and brings into question how organisational management have strategically managed this resource.
Industry cases continue to be publicly reported that cast further doubt on the reputationperformance link and raise questions as to how well the reputation advantage has been exploited. Two short cases from the banking industry are presented.
Westpac Bank
The Westpac Banking Corporation received the following ratings from RepuTex in 2003 and
2004:
< Take in Table 4 
National Australia Bank (NAB)
The NAB received the following ratings from RepuTex in 2003 and 2004.
< Take in Table 5 here > On Friday 9 January 2004, at a time when the NAB Governance Rating was G2 (high), an employee discovered fraudulent activity, largely attributed to a breakdown in internal controls in the currency trading area of the firm. The reported consequences for NAB included:
 a financial loss of $A360million;
 the CEO was replaced;
 the Chairman of the Board was replaced;
 the traders involved and those who supervised them lost their jobs; and  the NAB suffered negative media reports and commentary.
There was no hint in the RepuTex ratings that NAB would suffer such losses. It is difficult to be critical of the RepuTex rating given that these losses took all stakeholders (except for the traders themselves), including the management of the company, by surprise. NAB subsequently embarked on a series of major changes, replacing key staff and addressing key weaknesses in internal control and cultural issues.
Reputex ( National Australia Bank has faced a challenging year with governance issues, including some of the requirements of the Australian Prudential Regulatory Authority (APRA), still outstanding. In response, it has altered the structure of the company to strengthen the audit and risk management systems, and to provide a greater degree of oversight with more comprehensive reporting systems. It has also reviewed the incentive systems within the company. The outcomes of these changes remain to be seen, and the assessment for Corporate Governance this year is reflected in National Australia Bank's lower score.
In the NAB case there is seen a company that had a lower reputation than its close counterpart in the same industry, Westpac, yet was achieving higher performance. Also, the NAB rated highly on its corporate governance reputation, but its internal controls actually failed disastrously. The rating of this aspect of reputation was lagging well behind reality and had no predictive power.
In the above cases, major business problems are seen to affect the performance, strategy and share price of the company, but the linkages (forward or backward) with reputation appear tenuous.
Conclusion
In Australia, the best known attempt to measure reputation is the service called Reputex. A typical view is that expressed by Parker (2005): (There is) the Reputation Index known as RepuTex whose ratings are seen as having significant effect on share prices indicating that financial commentators and analysts are ready to look beyond traditional business performance indicators.
It is difficult to support this assertion given the results in this paper. It may be conceded that commentators do look beyond traditional business performance indicators, but the direct relationship suggested has not been established. Statistical modelling fails to find any significant relationship between the measure of reputation and financial performance.
Contrary cases are readily provided.
This finding could be due to flaws in the reputation measure, or due to weaknesses in the linkage. There are at least two questions the devisors and users of the Reputex measure need to consider. Firstly, are the factors and dimensions used the right ones, especially as they relate to competitive advantage and performance? Although the dimensions of the Reputex rating do appear to have a certain face validity at least, the underlying variables considered (Appendix 2) may be less clearly the appropriate ones. Secondly, is the scoring giving an accurate reflection of reality? The community and business groups involved in the giving of scores (Appendix 1) may not be the optimum for achieving community scoring. The list could be considered for representativeness as well as willingness to be involved and expertise. Are these organisations and their representatives the best spread and mix of scorers?
With regard to possible weaknesses in the link between corporate reputation and performance, we argue that the link is not, in corporate practice, direct, but proceeds via strategy and competitive advantage. The resource that is reputation needs to be exploited if it is to yield financial results. Having the resource is not enough; it needs to be managed well. The level of use and management of reputation is, from this perspective, a key intervening factor. 
